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NOTES OF THE MONTH 
The World Economic Crisis and the U.S. Loan 


HE World economic crisis entered its latest and most acute 

phase with the temporary abandonment by the United King- 
dom on August 21, 1947 of the free convertibility of sterling. On 
that date different aspects of the crisis were the subject of six 
separate international conferences in different parts of the western 
world. ‘This piecemeal approach, for which United States views 
were in some quarters held responsible, was perhaps rather a 
measure of the complexity of the crisis and the difficulty of facing 
itas a whole. To the six conferences must be added a seventh and 
eighth; the third annual conference of the Food and Agriculture 
Organisation, which opened in Geneva on August 26; and the 
annual meeting of the World Bank in London this month, when 
Mr. Snyder, Secretary of the U.S. Treasury, will have an oppor- 
tunity of discussing the situation with United Kingdom and 
Commonwealth officials. 

The U.S.S.R. and the nations of the Soviet group are not repre- 
sented at any of these conferences except the F.A.O., of which the 
U.S.S.R. is only an observer member. They have economic diffi- 
culties of their own and cannot escape the consequences of what 
is a world problem. But in view of their chosen isolation, it must 
be said that the immediate crisis is predominantly a western one, 
involving also Africa and those considerable parts of Asia which 
depend on the west. The failure to maintain sterling convertibility 
has demonstrated that, in the far-reaching economic disorganisa- 
tion due to the war, the attempt to return to pre-war principles of 
nternational trade was at least premature. The various elements 
in this disorganisation are reflected in the different conferences 
which have been dealing, or are to deal, with them. 

First, there is Britain’s own financial problem, which has been 
under discussion in Washington between the U.S. National 
\dvisory Council, of which Mr. Snyder is chairman, and a 
British delegation headed by Sir Wilfred Eady. This problem is 
part of the U.K.’s balance of payments problem, due to a develop- 
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ment of the past two or three decades which was accelerated by 


the loss of overseas investments during the war. The U.S. loan, f 


intended to enable the U.K. to tide over a period of recovery, was 
saddled with two conditions which were accepted under protest 
at the time and which have brought on the present emergency. 
Article 8 (ii), the “convertibility clause’”’, provided that from July 15, 
1947 sterling obtained by other countries from current transac- 
tions was to be freely convertible into dollars; Article 9, the 
“non-discrimination clause”, had the effect that any reduction 


in imports of any commodity from the U.S.A. must be accom-f 
panied by similar reductions in imports of that commodity from f 


other countries. The effect of the first was that any countries — as 
for instance Argentina—with a favourable balance of trade with 
Britain, being themselves short of dollars, were encouraged to 
increase this balance in order to convert it into dollars rather than 
to export to the U.K. in return. The effect of the second was to 
prevent the U.K. diverting its purchases of given commodities 
from the U.S.A. to “soft currency” (i.e. non-dollar) countries. 
The result was a tendency for the needs of all other countries for 
dollars to be off-loaded on to the U.K. On August 20 the Chan- 
cellor of the Exchequer announced that, following discussions with 
the U.S. Government and with the approval of the Canadian 
Government, there would be a temporary suspension of converti- 
bility; moreover, there would be no further withdrawals from the 
remaining balance of the dollar loan. 

Secondly, there is the disequilibrium between U.S. production and 
that of the rest of the world of which the U.K. is only a special 
case. In particular, Europe, which has been most ravaged by the 
war, suffers from a desperate shortage of goods which only America 
can supply. It is the task of the European Economic Conference 
in Paris, under the leadership of the British delegate Sir Oliver 
Franks, to frame a plan of European reconstruction which can 
eventually be presented to the U.S.A., under the terms of the 
Marshall offer, as the basis of a request for a European dollar loan 
The plan will have short-term and long-term features, and it is 
in the latter category, for instance, that the idea of a European 
Customs Union has been mooted and put down for expert 
examination. 

Thirdly, the world-wide food shortage due to the war continues. 
It is in itself the biggest single cause of the dollar shortage. The 
failure of rice supplies formerly drawn by Asiatic countries from 
South East Asia means that these countries look to America to 
make up the deficiency with wheat. Western Europe’s food pro- 
duction, never adequate to its needs, is far from returning to pre- 
war levels. These and other problems, aggravated by bad harvest 
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reports from the U.S.A. and Canada due to unfavourable weather, 
have to be faced by the F.A.O. now meeting in Geneva. 

Fourthly and fifthly, a return to multilateral trade would, in 
the United States’ view, be an essential of economic reconstruc- 
tion. In view of recent events, it is being freely doubted whether 
this ideal is realisable, at any rate for a long time to come. But 
at least the basis for such a return is being laid in the World Trade 
Organisation, which has been the subject of two conferences all 
this summer in Geneva. The first of these has ended, after hard 
bargaining, in agreement on the draft charter of the Organisation. 
Reservations on Britain’s position, however, have already been 
made in a statement by Mr. Harold Wilson, the Secretary for 
Overseas Trade, in Geneva. The second is concerned with the 
negotiation of a multitude of separate trade agreements between 
the various members. 

Sixthly and seventhly, the loss of German production is a 


| principal cause of the economic crisis in Europe. The problem of 


increasing Ruhr coal production has been the subject of negotia- 


' tions between British and American experts in Washington. The 


Chairman of the U.S. delegation is Mr. Willard Thorp, Assistant 
Secretary of State for Economic Affairs, who has taken part also 
in the Financial Conference. It seems at the time of writing un- 
likely that these talks have been able to avoid the issue posed 
by the U.K.’s dollar crisis, which will make it impossible for it 
to continue paying a half share of dollar imports of food into the 
Anglo-American zone of Germany. The loss of German produc- 
tion is due not only to the war and Germany’s defeat, but also to 
Allied policies since the war, which in general have aimed at re- 
stricting German production in the interests of security, and in 
the Western Zones in particular have weakened German economic 
administration through federalism. The German “level of indus- 
try’, the phrase coined at Potsdam to describe the process of 
putting a ceiling on German economic activity, is being discussed 
at a conference in London between representatives of the U.S.A., 
France, and the U.K. 


The Palestine Case and U.N.O. 


When Palestine comes up to be discussed by the General 
\ssembly of the United Nations this month there will be a wide 
choice of decisions in theory open to it. But these will be limited 
n practice. In the first place a solution has to take the form of a 
recommendation to the administering Power. Britain’s responsi- 
bilities derive from paragraph 4 of the resolution adopted by the 
final session of the League of Nations Assembly on April 12, 1946 
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by which it took note “‘of the expressed intention of the members 
of the League now administering territories under mandate to 
continue to administer them for the well-being and development 
of the peoples concerned in accordance with the obligations con- 
tained in the respective mandates, until other arrangements have 
been agreed between the United Nations and the respective 


mandatory Powers’’. Britain was criticised by some members of f 


the United Nations Assembly last year for not having submitted 
trusteeship proposals on Palestine. If any advantage may be 
supposed to be conferred on a mandatory Power by the trusteeship 
procedure then, by referring the question to the Assembly in a 
more general manner, Britain has in effect waived such advantage. 

The extent to which the British Government feels itself 
committed to giving effect to any recommendation which may 
issue from the United Nations Assembly was the subject of a 
statement by Sir Alexander Cadogan in the General Committee 
on April 29, 1947 during the Special Session of the Assembly. 
Referring to a statement in the House of Lords by Lord Hall that 
the British would not carry out alone a policy they thought wrong, 
he said that this was distinct from a refusal to accept recommenda- 
tions by the Assembly. At the present moment Britain, he said, 
bore the responsibility single-handed. “‘Any recommendation or 
decision which the General Assembly may take in this matter 
may have to be enforced. If it were a decision which we could not 


reconcile with our consciences, should we be expected single- [ 


handed to expend blood and treasure in carrying it out?’ He 
concluded by saying that he would reserve his position on this 
point and would bring up the question at the proper time before 
the Assembly. 

After hearing the report of its Committee, it seems that the 
possibilities now open to the Assembly will be of two kinds. 
They may make a recommendation which will involve the execu- 
tion of a certain policy under the continued administration of 
Britain—as did the Anglo-American Committee. To such a 
recommendation it must be that Sir Alexander Cadogan’s reserva- 
tion would apply. Or they may recommend that the administra- 
tion of Palestine should be handed over to some new authority 
or authorities, Palestinian or international. It does not appear that 
this kind of recommendation has been the subject of any British 
reservation, and this in itself, apart from any suggestions of its 
Committee, may be a strong inducement to the Assembly to think 
along these lines. They may thus be led to consider a unitary 
Palestinian State of some kind, partition into separate Arab and 
Jewish States, or direct administration by an international 
commission or by a trustee other than Britain. Britain’s experience 
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as mandatory will suggest immense practical difficulties in the way 


_ of the two latter alternatives, while the two former would have to 
| be armed with some means of preventing communal bloodshed. 


There is still a third possibility open to the Assembly. It may 
fail to agree, by the necessary two-thirds majority, on any recom- 
mendation. This would leave the British Government free to 
adopt any policy which it both considered just and felt itself able 
to carry out. 


The Transfer of Power in India 


The immense transference of power in India which took place 
on August 15 was effected with a smoothness that was the result of 
intensive planning of essentials and a spirit of goodwill and deter- 


_ mination to succeed shown by all parties regarding this momentous 
enterprise. Great problems confront the two new Dominions, pro- 


ee 


blems of their own organisation and development and economic 
life, problems of co-operation between them, particularly in 
matters of defence and trade, and problems of their future relations 


with the British Commonwealth. But instead of speculating on an 


unknown future it seems better at this moment to consider what 
} has been achieved and what dangers avoided. 


There has been one grave setback, how grave it is impossible at 
present to assess. Savage disorders on a large scale are taking place 
inthe Punjab. The necessity of drawing the frontiers between the 
Dominions, both on the West and the East, through the middle of 
divided Provinces, was bound to create acute local opposition. 
The two Governments, however, pledged themselves in advance 
to accept the awards of the Boundary Commissions, whatever 

these might be, and to enforce them impartially. ‘They have 
loyally observed this pledge. The announcement of the awards 
has, of course, been the signal for an outburst of denunciation. 
in the Punjab, as was feared, opposition has not been confined to 
words. The position of the Sikhs, large numbers of whom are 
bound under any scheme of partition to be included in Pakistan, 
has added an acute and inflammatory complication; and the grave 
riots and murders and mass attacks that have characterised the 
Punjab for some months past made it certain that the award of 
the Boundary Commission would be greeted with violence. Pre- 
cautions, however, had been taken in advance. The two Govern- 
ments had in agreement set up in the area of controversy a single 
military command under Major-General Rees, who controls 
operationally the forces of both States in this area, and though 
there has been heavy loss of life and great distress among the 
population, there should be no doubt that the disturbances will 
be brought under control by the forces of General Rees, if fully 
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supported by the two civil administrations. Large scale communal 
movements of refugees both ways across the frontier are reported. 
These are the penalties of violent communal antagonism, visited 
only too often on the weak and helpless. If the two new Govern- 
ments are determined to maintain a firm control of the situation 
the slaughterings and outrages will no doubt before long be 
brought to an end. But a grave task will remain in repairing 
the dislocation of the life of the communities and their relations 
with each other. In Bengal, with the communal leaders apparently 
showing more restraint, conditions have been easier and feelings 
less violent. The new order seems to have been accepted without 
any outbreak, even in such an inflammable centre as Calcutta. 

From another area of potential trouble, the N.-W. Frontier Pro- 
vince, nothing alarming has so far been heard. Here there were two 
main problems—the political antagonism of the Congress Red 
Shirts and the Muslim League within the Province, and possible 
movements of opinion and reactions in the unadministered tribal 
territories that lie outside the Province. The Government of Pakis- 
tan have taken a very wise step in inviting Sir George Cunningham, 
the most experienced Frontier administrator of the day, to take 
up again the office of Governor, which he had held with con- 
spicuous success for ten years, retiring only a year ago. On the 
Frontier personality is all important, and Sir George possesses the 
confidence of the people to a remarkable degree. 

Incidentally it is interesting to observe that, apart from the 
essential support that Lord Mountbatten will give to the whole 
situation as Governor-General of India, several of the existing 
Governors in each of the Dominions have been invited and agreed 
to continue in office for a time. Some belong to the I.C.S., some 
not, and of the I.C.S. Governors some are British and some Indian. 

Another recent development of great significance is the response 
of the States to the new approach made to them by the Dominion 
of India and to the friendly counsel of the Viceroy. Sardar Patel 
made it clear that the Government of India were asking no more 
than the accession of the States in the three subjects of Defence, 
Foreign Affairs, and Communications, in respect of which they 
had agreed in principle at the time of the Cabinet Mission to 
accede. In all other matters their autonomous existence would be 
scrupulously respected. Though final decisions by the States 
have in many cases not been announced, the only State that has 
so far made clear its unwillingness to accept this proposal and is 
claiming an independent sovereign status is Hyderabad. It would 
seem probable that the serious danger of fragmentation of India 
through a widespread refusal of the States to accede has disap- 
peared, 
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Running through all the accounts of the celebration of inde- 
pendence is the unmistakable note in both the new States of 
friendliness to Britain and the British people. This is a happy 
augury of relations which should be helpful and fruitful to both 


sides. 


THE ITALIAN SCENE, SUMMER 1947 


Y mid-1947 Italy may be said in many ways to be nearing 
the end of the immediate “post-war” period. Contacts with 
other countries have become much easier during the past year, and 
more Italians have been able to visit other countries for official 
or business reasons, though the adverse rate of exchange still acts 
as a strong deterrent against travel for the ordinary citizen. Though 
foreign tourists are not yet going to Italy in very large numbers, 
many visitors from England, Switzerland, Sweden, and other 
countries have been able to see for themselves how nearly the 
Italian scene, superficially at any rate, approaches to normal con- 
ditions. Hotels are being derequisitioned, and are now ready and 
longing for visitors. Allied troops, except in the Venezia Giulia 
region, are reduced to a minimum and are winding up their 
activities. Rail transport, though extremely congested, and slow 
on stretches of line where repairs are in progress, has greatly 
improved, and given time, food, and patience it is now possible to 
get anywhere. Whatever the difficulties for the Italian housewife 
and they are very great —food presents no problem for the tourist, 
for the hotels and restaurants can obtain sufficient for their needs 
from the free market. 

In the international sphere, Italy is beginning to take her place 
again among the nations of Europe. The peace treaty, signed on 
Feb. 10, 1947, had by the end of June been ratified by three out 
of the four signatory Great Powers, i.e., all except the U.S.S.R. 
A debate in the Constituent Assembly on the question of Italian 
ratification was followed by a secret vote on July 31, whereby a 
large majority (262 for, 68 against, with 80 abstentions) declared 
itself in favour of ratification by Italy, subject to prior ratification 
by the four Allied Great Powers. In accordance with Article go 
of the peace treaty, the treaty will come into force when ratified 
by all four signatory Great Powers, and this will imply, among 
other things, the inauguration of the new régime in the Free 
Territory of Trieste, the evacuation of all Allied troops from Italy 
within 90 days, and the beginning of the one-year period during 
which the fate of the ex-Italian colonies is to be decided. In 
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anticipation of imminent ratification Italy made formal application 
for membership of U.N.O. on May 7 (she had already been 
re-admitted to the I.L.O. in October 1945). She also formally 
adhered to the Bretton Woods Agreement on March 27, and was 
admitted to the International Civil Aviation Organisation on 
May 16. 

The emergence of Italy from the tutelage imposed on her while 
the peace treaty was still under negotiation automatically brings 
with it fresh problems for the young Italian Republic — problems 
where the international and the internal, the political and the 
economic, are so closely intertwined that it is difficult to differen- 
tiate between them. During the period of the treaty negotiations 
Italy was in the involuntary position of a pawn whose fate was 
being decided over her head. Her future, and that of the other ex- 
enemy nations, constituted one of the points around which the 
contrasting viewpoints of West and East met, clashed, and began 
to separate. The Italian treaty in its final form represents a series 
of compromises which reflect those contrasting views. 

Now that Italy is to be left to manage her own affairs, one of the 
chief responsibilities which devolves upon her Government is that 
of choosing the path which will best strike the balance between 
the Western and Eastern orientations. Here the economic 
problem at once makes itself felt. U.N.R.R.A. aid came to an end 
on June 30, and though Italy is to have a share in the $350 million 
grant made by Congress to facilitate recovery in certain countries 
during the first post U.N.R.R.A. year, she will henceforth in 
principle have to earn by her exports the foreign exchange where- 
with to finance her necessary imports of raw materials. But, apart 
from natural produce, her potential exports themselves presuppose 
the existence of stocks of raw materials and semi-manufactured 
goods which Italy does not herself produce in any large quantity 
— first and foremost coal, but also other basic materials such 
as cast iron and steel for the mechanical engineering and 
machine-tool industries, cellulose for the rayon industry, etc. ‘Thus 
a vicious circle is created, and this position was further aggravated 
during the past winter by the temporary stoppage of supplies of 
coal from the United States owing to the American strikes. 
Hydro-electric power at home was also considerably curtailed as a 
result of the severe winter following on an abnormally dry summer. 

Thus by the spring of this year the paramount need was for 
foreign loans to enable the rhythm of industrial reconstruction 
and foreign trade, which had been progressing very favourably 
last year,' to overcome this temporary setback. Consequently high 
hopes were set upon the $100 million loan, the promise of which 


1See Italian Economic Trends in 1946, in THE Wor_LD Topay, January 1947. 
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Signor De Gasperi obtained from the Export-Import Bank 


| when he visited the United States in January. It is against this 
| international background, coupled at home with rising prices, 


industrial unrest, and the steady depreciation of the lira, that the 
political crisis of May must be viewed. 
Signor De Gasperi had already been compelled to form a new 


| Government immediately after his return from the United States 
‘in January, as a result of the split in the Socialist Party which took 


place during his absence. The autonomist (Saragat) Socialists 
and the Republican Party refused to participate in the new Govern- 
' ment, which consequently consisted only of Christian Democrats, 
}Communists, the so- -called “‘fusionist” Socialists (who, with 
Signor Nenni as their leader, are prepared to consider very close 
i co-operation verging on fusion with the Communists), and two 
‘Independents. The result of this absence of any “‘middle”’ parties 
i which could have served as a leavening factor was to throw into 
sharp relief the fundamental divergence of view between Christian 
| Democrats and Communists. In the tripartite Cabinet the two 
}opposing viewpoints were practically evenly balanced if, as was 
/ usually the case, the Socialist Ministers sided with the Communists. 
I This produced a deadlock and paralysed decision, especially on 
matters of vital concern for the country’s economic life. A natural 
}consequence was the growing lack of public confidence in the 
Government, as business and industrial elements, employers and 
workers alike, especially in the North, became more and more 
conscious of the gulf between the “politicanti” in Rome and the 
people whose job it was to get things done. 

The seriousness of the financial position, certainly due in part 
to the absence of a clear-out Governmental policy during the past 
year, was brought home to the country on March 29, by the state- 
ment of Signor Campilli, then Minister of Finance and Treasury, 
who said that, on a basis of expenditure during the first eight 
months of the financial year, the Budget deficit was likely to 
amount to 610,000 million lire, thus exceeding the original esti- 
mate by about 200 per cent. The main items of expenditure were 
public works and reconstruction, civil service, and the bread sub- 
sidy. On April 3 the Government announced a 14-point emergency 
programme to deal with this situation and effect a reduction in 
expenditure. The main features of this programme were a reduc- 
tion of the bread subsidy and of expenditure on civil service staffs, 
and increased taxation, including the introduction of the long-dis- 
cussed capital levy. The Government found itself unable to reach 
igreement on the methods for carrying out this programme, and 
on May 13 Signor De Gasperi resigned. 

The political crisis which followed, lasting for two and a half 
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| 





weeks, coincided with the arrival in Rome of representatives from | of 


the Export-Import Bank to negotiate details regarding the 
proposed $100 million loan. An Italian mission headed by 
Signor Ivan Matteo Lombardo had left Italy for the United States 
the previous week to carry on further financial negotiations, 
including those for a trade agreement. It is difficult to say how 
far De Gasperi was influenced by these factors in his decision to 
resign, but, while his political opponents accused him of forcing 
a crisis at the most inopportune moment, it seems at least plausible 
to suppose that the Premier was unwilling to embark on the 
loan negotiations with behind him a Government whose credit- 
worthiness, owing to internal dissensions, was not likely to prove 
inspiring. However, after fruitless attempts to form a Govern- 
ment on the part of both Nitti and Orlando, which failed largely 
owing to intransigence on the part of the left-centre parties 
(autonomist Socialists, Republicans, Labour Democrats, and 
Action Party), Signor De Gasperi once more received the mandate 
to construct a Cabinet. All attempts at coalition on a wider basis 
having proved fruitless, the Government which he announced on 


May 31 — the fourth under his Premiership — consisted only of 


Christian Democrats and non-party experts. Count Sforza con- 
tinued in office as Foreign Secretary, and the economic basis behind 
the change of Government is reflected in the inclusion of such 
prominent experts as Luigi Einaudi, Governor of the Bank of 
Italy and a liberal economist of international reputation, as 
Deputy Prime Minister and Budget Minister, and Cesare Merza- 
gora, who has recently headed economic missions to Yugoslavia 
and to South America, as Minister for Foreign Trade. 

The new Government found itself in a very difficult situation. 
For one thing, the life of the Constituent Assembly was nominally 
supposed to end on June 24, less than a month after the fourth 
De Gasperi Cabinet took office, and a general election would then 
have been held in the autumn. Discussion of the Draft Constitu- 
tion, however, which had been going on in the Constituent 
Assembly ever since March 4, had by early June covered barely 
half of the 132 articles of the Draft. The vital question of regional 
autonomy, for example, provisions for which occupy Articles 106- 
125, and which, while agreed to in principle, has since provoked 
violent and prolonged discussions as to details of application, was 
then still unbroached. The Assembly was therefore called upon 
to vote on whether its life should be prolonged for a further six 
months. The left-wing parties were against prolongation, reckon- 
ing that they would stand a better chance of doing well in the 
elections this autumn, while their adversaries might profit by 
postponement; and the Socialists even suggested that discussion 


ete 





to 
vot 
gat 
has 
sp! 
un 
Pre 
to | 





7m 


he 


ion. 
ally 
irt! 

hen 
itu- 
lent 
rely 
onal 
[06- 
‘ked 


con- 


the 


: by 





THE ITALIAN SCENE, SUMMER 1947 385 


of the remaining articles of the Constitution should be held over 
to be delegated to a properly elected Parliament. However, the 
voting on June 14 showed a decisive majority in favour of prolon- 
gation, 279 voting for and 155 against, so the Constituent Assembly 
has another six months of life and the elections will take place next 
spring. General consternation was caused by Signor De Nicola’s 
unwillingness on grounds of ill-health to continue to serve as 
President for the longer term. The President has shown himself 
to be above all petty party considerations, and his wisdom has won 
the respect of all shades of political opinion; his acceptance of 
re-election, after formal resignation, was therefore welcomed on all 
sides as providing a much-needed element of stability. 

Postponement of the elections will give the left-centre parties 
time to reorganise. This is particularly important for the auto- 
nomist Socialists — the Partito Socialista dei Lavoratori Italiani, or 
P.S.L.I. — who, since they split off in January under Signor Sara- 
gat from the main section of the Socialist party, have been making 
strong efforts to consolidate their position. The new party carried 
with it about 50 out of the 115 Socialist Deputies, and contains 
some important elements in Italian political life. It received a set- 
back with the refusal of the International Socialist Conference at 
Ziirich in June to accord recognition to any Italian Socialist Party 
other than that led by Signor Nenni, despite the fact that an appeal 
was made by representatives of both Socialist parties urging the 
Conference to take steps towards re-establishing Socialist unity. 
Reunification might indeed seem to be desirable from some points 
of view, for the split, originally embarked upon with the avowed 
object of counteracting the “‘eastward’’ orientation of Nenni’s 
wing of the Socialist party, so far seems instead to have played 
into the hands of the Communists, who did far better than was 
expected in the Sicilian elections in April, and who may be 
expected to profit by the dissipation of Socialist forces. 

The Christian Democrats may perhaps suffer from the swing of 
the pendulum and see their numerical superiority reduced in the 
next elections. For one thing they suffer from lack of outstanding 
young leaders, though their left-wing contains progressive elements 
which have brought pressure to bear in the direction of greater 
attention towards economic affairs, as the structure of the present 
Cabinet shows. Another adverse factor for the Christian Demo- 
crats is the increase of anti-clerical feeling since the elections of 
June 1946. The ideological divergence between Catholics and 
Communists has certainly not diminished, despite apparently 
contradictory gestures on a high level, such as, on the one hand, 
the Communists’ support of the inclusion of the Lateran Agree- 
ments in the Constitution, and on the other hand, Count dalla 
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Torre’s series of articles in the Osservatore Romano’ appealing to 
the nations to check, before it is too late, the growing tendency 
to bring irreconcilable ideologies into every department of inter- 
national relations. 

Of the parties further towards the right, the Liberals are in a 
somewhat isolated position, near to none of the “‘mass”’ parties, 
and perhaps at present closest in some respects to the Saragat 
Socialists. They have shed their extremist wings, both monarchist 
and strongly-left Republican, and are left with a nucleus with 
progressive ideals which, however, seem to approach more nearly 
to a philosophy of life than to a practical programme. They firmly 
disclaim any association with Giannini’s Uomo Qualunque, or 
“Common Man’, party. The position of the Qualunquisti in 
general seems to have weakened lately, partly owing to the negative 
quality of the party programme, partly to the uninspiring character 
of Giannini himself. With stronger leadership it might gain in 
significance, for some of its tenets certainly correspond to a fairly 
widespread state of mind which deplores present disorder and the 
delays resulting from lack of unity in the Government, and which 
claims to want to apply ““common sense’’ to the solution. There 
is in some circles a tendency to attribute much of the responsibility 
for the country’s malaise to the shortcomings inherent in democra- 
tic government (whereas of course a large part of the slowness in 
recovery is in fact directly attributable to post-war conditions, and 
corresponds in some degree to a similar situation in nearly every 
country of Europe). The uneducated or shortsighted people who 
say “Things aren’t what they were” do not, in many cases, realise 
where such repinings eventually would lead them. The former 
Fascists who were released under the amnesty of June 1946, and 
who are now at large and trying to reinstate themselves in un- 
official jobs, are perfectly well aware that they would in the long 
run lead straight back to Fascism. But between these two extremes 
is a no-man’s-land of aristocrat sceptics, monarchists deprived of 
a cause, former officials who accepted the good in Fascism and are 
now deprived of a faith. It is with these elements that “‘nothing 
will succeed like success” — in other words, they are agnostics 
who might become potential believers in democracy if they could 
find sufficiently convincing cause for such a belief. 

Into this atmosphere of political and economic uncertainty the 
news of the Marshall offer came like a breath of fresh air. The 
scheme was in any case likely to have a wide appeal in Italy, 
where, among the more thoughtful strata of the population at any 
rate, such influences as extensive Italian emigration in the past 
and the supra-national position of Rome as the centre of the 

1 Osservatore Romano, June 14, 19, 22, and 26, 1947. 
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Catholic Church, together with a consciousness of the historical 
significance of Roman civilisation, have produced a mental readi- 
ness to think on cosmopolitan lines. More specifically, many 
Italians, including some who spent periods of exile in Switzerland 
and were impressed by the advantages of a federalist structure, 
have shown great sympathy with the idea of a United States of 
Europe; and the present Foreign Minister, Count Sforza, as early 
as January 1942, while still in exile in America, put forward the 
thesis that Italians should co-operate with courage and serenity in 
the solution of any international problems concerning them, on 
condition that “there will be no discussion of Italian problems as 
such, but of Italian sides of European problems.”’! 

There has consequently been a warm welcome in Italy, not only 
for the plan itself, but for the assurances from Mr. Bevin and M. 
Bidault that Italy should co-operate therein on an equal footing 
with the other European nations. Count Sforza, who headed the 
Italian delegation to the Paris Conference —a particularly apt 
spokesman for such an occasion — pointed out, both before the 
Inter-Ministerial Committee at home and to the Conference in 
Paris, that Italy, besides receiving aid, could make a considerable 
contribution towards European economic reconstruction both 
through her surplus manpower and through the resources of her 
shipbuilding, mechanical engineering, hydro-electrical, textile, 
and other industries. 

The prospect of credits from the Argentine and from Canada, 
coupled with the announcement in early August of the definite 
allocation to certain industries of some part of the Export-Import 
Bank $100 million loan, also gave ground for hopes that Italy may 
not have to rely too much on the plan for financial aid 

Though the most convinced partisans of Italy’s adherence to 
the plan have been found in Governmental and liberal economic 
circles, left-wing opinion has also refrained from explicit opposi- 
tion. Both Communist and Socialist spokesmen have, as might 
be expected, seized the opportunity to deplore the fact that 
decisions of international importance should depend on a 
Government which represents only some shades of national 
opinion. Nevertheless, Signor Togliatti, speaking at Turin on 
July 6, recalled Italy’s debt to the United States and agreed 
on the need for reciprocal aid between countries. He voiced 
the fears of “‘sincere democrats” on the subject of American 
capitalist intervention in the internal affairs of adhering 
countries, but was prepared to agree to Italy’s participation, 
with the following reservations: (i) no bloc should be created 
against the U.S.S.R.; (ii) there should be no division of Europe 


1 Letter to the New York Times, January 21, 1942. 
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into two blocs; (iii) Italy should not be subordinated economically 
to the interests of capitalist groups which might fail to appreciate 
the needs of Italian economy; and (iv) there should be no political 
intervention in the internal life of the country. Signor Terracini, 
the Communist President of the Constituent Assembly, speaking 
on the same day with greater realism if less diplomacy, frankly 
recognized that two blocs already existed in Europe, and that while 
Italy would have preferred to remain outside either division, she 
had no choice, for ‘“‘our economic situation does not allow us to 
renounce American help”. Socialist support for the plan has 
adopted a less grudging note, and has stated unequivocally that 
Italians must go to Paris prepared to act as Europeans and colla- 
borate. 

Thus the Marshall offer has succeeded in producing a consider- 
able degree of unified opinion in Italy even at this difficult moment. 
The advantages to the country of adherence to the scheme are so 
obvious that, protestations apart, no serious politician of the Left 
could take the responsibility of refusing the aid it offers. On the 
other hand, Italian participation on an equal footing in a European 
organization which has real hopes of success will give an immense 
fillip to the new Republic from the psychological, as well as from 
the material, point of view. Recognition of what Italy has to offer 
in such a partnership has already been made in Paris by her 
appointment to membership of the central executive committee 
and to two out of the four technical committees — those on 
food and agriculture, and on fuel and power, the latter being 
particularly important for Italy in view of schemes for the joint 
development of hydro-electric power. The fifth technical com- 
mittee, on labour, set up on August 1 as a result of a proposal 
made by Count Sforza, is also to include Italian representation, 
and is to be presided over by one of the leading Italian delegates, 
Tremelloni. So, as Italy emerges from the aftermath of war, 
she has the opportunity for playing her part in international 
co-operation on a practical basis which will perhaps do as much as 
anything towards restoring her self-respect and sense of 
independence. 


M. K. G. 
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“SLOVENE CARINTHIA” 
THE AUSTRO-YUGOSLAV FRONTIER QUESTION 


OW that discussion of the German and Austrian Peace 

Treaties has been postponed till November, the Yugoslav 
claims to Austrian territory are temporarily shelved, but political 
pressure continues undiminished, and should there be any 
deterioration in the international situation it is not at all im- 
probable that “Slovene Carinthia” may become the Macedonia of 
Central Europe. As is the case with Macedonia, much of Carinthia 
can be claimed on ethnical grounds by either side; its history is 
confused, and economically and strategically it is valuable to 
whoever holds it; but unlike Macedonia there can be no dispute 
as to the origin of the language spoken — which, for the over- 
whelming part of the people, is German — and no doubt whatever 
about the loyalty of the people concerned: democratic elections 
have made this quite clear for the second time within 25 years. 

It is idle, at this present juncture, to go into the early history of 
Carinthia; the question, for example, as to whether it was part of 
a hereditary Slovene Duchy until, late in the Middle Ages, it 
became subjected to ruthless Germanisation, or whether from 
Roman times on Carinthia has been a separate administrative 
unit, with the Karawanken range as the southern frontier, where 
Austrian and Slav lived peaceably side by side. It is no more 
profitable to try and interpret ethnical and linguistic statistics 
which, thirty years ago, enabled Austrians and Yugoslavs alike 
to make out plausible cases for their opposing claims. The 
memoranda and studies which were submitted to the Allies after 
World War I are of purely antiquarian interest today, especially 
since, in pursuance of Wilson’s principle of national self-deter- 
mination, the people themselves were asked to state their prefer- 
ence in the plebiscite of 1920. 

Charles Habsburg’s attempt to federalise the Austro-Hungarian 
Empire having failed, the Slovene National Council demanded, 
n October, 1918, the unconditional cession of the entire province 
of Carinthia, a demand which was later reduced to “Slovene 
Carinthia”, including Klagenfurt, the capital, an area roughly 
one-third of the whole province. ‘The Austrian Republican 
Government, on the other hand, only claimed the German- 
speaking part of the province, and appealed to the Allies to 
iscertain the wishes of the inhabitants of the mixed areas. When 
it seemed likely that a plebiscite would be held in the Klagenfurt 
basin, the Slovene delegation at St. Germain feared an adverse 
vote and suggested a compromise by which the disputed area was 
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to be divided into two zones, “A” to go to Yugoslavia and “B”’ to 
Austria, without a vote in either. This was a bad tactical move, 
for it revealed the weakness of their case, and it also made their 
subsequent defeat in the Zone “A” plebiscite appear more 
spectacular than it actually was. As it happened, the idea of voting 
in 2 zones was adopted by the Supreme Council in June 1919; 
the largely Slovene Southern Zone ‘‘A’’, with 78,000 inhabitants, 
was to vote first, and Zone “‘B’’, German-speaking and including 
Klagenfurt, with 54,000 inhabitants, was only to vote if “‘A”’ had 
decided in favour of Yugoslavia. On plebiscite day, October 1o, 
1920, each voter was handed two ballot papers, one saying 
‘Austria’, the other ““Yugoslavia’’; and to allow for illiterates, the 
first was green and the second white; he tore up the one not 
favoured, but as proof that he had really had a choice, he placed 
both papers in an envelope inside a booth, and then handed it to 
the chairman. 

There were no disturbances or complaints on polling-day - 
very wisely, the sale of intoxicating liquor had been banned for 
several days. Ninety-six per cent of the electorate went to the 
polls, and when the votes were counted it was found that for 
every 4 persons who wanted union with Yugoslavia, 6 were in 
favour of remaining with Austria. There was, therefore, no need 
for a plebiscite in Zone “B”’ and, with the exception of two small 
areas, Carinthia was handed over to the Austrian Republic. 
There were, of course, the inevitable recriminations; Austria, 
though successful, complained about Yugoslav terror and intimi- 
dation before the polls, while Yugoslavia maintained that the 
electoral qualifications had deprived her of many votes, but the 
fact remains, as Lord Hood reminded the Yugoslav representative 
at the London conference of the Foreign Ministers’ deputies in 
January last, that the essential fairness of the plebiscite was 
guaranteed by international supervision; and in any case the 
Yugoslavs had been in occupation of part of the area for 18 
months. 

It is entirely in keeping with the expansionist tendencies dis- 
played by the members of the Slav bloc today that, the democratic 
decision of 1920 notwithstanding, Tito’s Yugoslavia is once again 
claiming “Slovene Carinthia’’, this time an area of 2,740 square 
kilometres with nearly 190,000 inhabitants, of whom M. Kardel; 
claims 130,000 to be Slovenes and 60,000 Austrians, with another 
60,000 Slovenes still “‘unredeemed”’ elsewhere in Carinthia. (It 
is significant that Austrians will only admit 26,000 Slovenes in 
the disputed zone, and the official British estimate for the whole 
of Carinthia is 70,000.) The keynote of the new campaign was 
struck by Marshal Tito himself in a speech at Ljubljana, the 
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Slovene capital, on May 27, 1945, when he said that Yugoslavia 
would “‘defend her achievements”’, and that she “demands nothing 
else than that the people of her blood be within the framework of 
her boundaries. Our brethren in Istria and the Slovene littoral 
have been liberated, but our brethren in Carinthia [evacuated by 
the Yugoslavs the previous week and occupied by Eighth Army 
forces. K.R.S.] have not. They must still tremble and suffer 
under a Gestapo terror clad in another uniform. Already we hear 
cries for help from them. We appeal to our Allies to fulfil their 
word given in the Atlantic Charter, that all people who were 
enslaved will have the right themselves to determine their fate. 
It would be a terrible tragedy if we should have to fight again for 
what we have already won in this war.” It is, perhaps, a pity that 
the request for a plebiscite, implied in the appeal to the Allies, 
was never repeated; it could readily have been granted, and 
would once and for all have disposed of the “‘call-of-the-blood” 
argument, if the provincial elections are anything to go by. 
There were four Austrian parties offering themselves to the 
electors on November 25, 1945, the Osvobodilna Fronta, or 
Slovene Liberation Front, having decided to boycott the elections, 
as is customary nowadays in Eastern Europe for radical parties 
without a sufficient strength to make a good showing. Of 50,000 
electors in the mixed zone 22,000 voted Socialist, 14,000 Conser- 
vative, with another 1,000 votes going to the ““Democratic Party”, 
which has since been dissolved. This amounts to nearly 75 per 
cent of the total electorate, who have thus voted for parties that 
stand unequivocally for a “Carinthia — undivided and free”. To 
these must be added another 10 per cent who voted Communist, 
and since this party was at pains to dissociate itself from the 
partition policy of the O.F., they are votes that may be considered 
pro-Austrian. This leaves 2.3 per cent spoilt papers and 13.3 per 
cent abstentions; and it is probably a generous estimate to say 
that, in all, 10 per cent of the electorate abstained as a political 
demonstration and thereby, in effect, voted for Yugoslavia. 
Yugoslavia’s spokesmen have accordingly shifted their ground, 
and when their country’s claim was presented officially to the 
London Conference of the Foreign Ministers’ deputies, and then 
to the Foreign Ministers themselves meeting in Moscow last 
April, it was put forward on ‘“‘ethnical, geographical, historical, 
and economic grounds”. “‘Geographic” in this context must be 
taken to mean “strategic”, for there are not many countries in 
Europe with a better natural frontier than the Karawanken Range 
provides. “The union of Slovene Carinthia with Yugoslavia’, 
said Dr. Vilfan in London, “is of tremendous importance for the 
military security of Yugoslavia. Slovene Carinthia is the most 
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suitable territory within the Eastern Alps for the concentration of 
large military formations to move in a southern and south-eastern 
direction.” British military experts in Carinthia think that in 
conditions of modern war the strategic significance of the area 
should not be over-estimated. But, ““We were attacked from that 
frontier’, said Tito to a British journalist recently. 

Much of the argument at both conferences turned on the 
degree of Austria’s war-guilt; it is Yugoslavia’s case that in this 
respect no distinction can be made between Austria and Germany; 
and M. Kardelj put that case in the following words: 

‘““By means of military seizures and so-called ‘peaceful German- 
isation’, Austrian statesmen endeavoured to extend the German 
sphere as far as possible into the depths of Yugoslavia’s ethnic 
territory... It is not accidental that during the second World 
War Hitler charged Austria with a special mission in regard to 
Yugoslavia and that it was precisely in Austria that he found 
the best executors of his plans for subjecting the Balkans. 

“The Austrian Foreign Minister, Dr. Gruber, admitted that 
there were 800,000 Austrian soldiers in the ranks of the German 
armed forces. In 1943 there were over 80 Austrian Generals in 
Hitler’s army. The Austrian divisions fighting against the 
People’s Liberation Army of Yugoslavia accounted for approxi- 
mately one-third of the German armed forces in Yugoslavia. 
Monstrous crimes against the Yugoslav people were committed by 
Austrians serving in the ranks of the German armed forces. A 
part of Slovenia was even formally annexed and handed over to 
the administration of two Austrian provinces. 

“The Government of the Federated People’s Republic of 
Yugoslavia contends that the question of peace with Austria 
cannot be separated from the question of peace with Germany. 
[f there is to be a real endeavour to bar Germany from all roads 
to imperialistic expansion, it is necessary to close her Austrian 
gates, through which German imperialism effected its pressure on 
the Balkans.” 

It was not very difficult for the Austrians to demonstrate the 
futility of arguing such questions on a national basis. ‘May I 
remind you”, said Dr. Gruber, the Austrian Foreign Minister, 
‘that on Yugoslav territory, as the present Yugoslav Government 
would hardly deny, not merely individual war criminals but 
actual Governments proved to be valuable allies of Hitler. It 
would not be difficult for Austria to enumerate for each single 
Austrian named by Yugoslavia as a war-criminal many Yugoslavs 
whose conduct was certainly no better, with the only difference 
that it was directed against their fellow nationals. Could there be 
better proof of this than that many thousand Yugoslavs are now 
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living on Austrian territory whom the Yugoslav Government re- 
gards as war criminals? In these circumstances no political reason 
can be drawn from past history to justify frontier rectification.”’ 

It was further pointed out that there were no purely Austrian 
divisions, regiments, or even battalions; the Nazis took great care 
to distribute Austrians among German army formations, or at 
least provided a stiffening of reliable German troops to every 
Austrian unit. The notorious SS Division “Prince Eugen” was 
nominally an Austrian Nazi formation, but really a collection of 
international Fascists, many of whom spoke no German; and even 
their brutality was matched by the Fascist Croat, Serb, and 
Muslim units. And as for the 530,000 members of the Nazi party 
in Austria, only about 70,000 were found to have been members 
before the Anschluss. 

On the other hand, the record of the Carinthian Slovenes is not 
as wholly anti-Nazi as is now commonly made out. On the 
strength of several detachments of extremely brave “partisans’’, 
probably less than 3,000 — which is also the number of Austrian 
refugees in the British army —their consistent opposition to 
National Socialism is contrasted with the failure of the Austrians 
to resist. It is unfortunately a fact that many Slovene leaders, 
on both sides of the frontier, were not at all opposed to the 
Anschluss, which they hoped would lead to the cession to Yugo- 
slavia of Zone “‘A”’ in order to make Greater Germany an ethni- 
cally homogeneous State. Dr. Petek, leader of the Slovenes, then 
as now, welcomed the Anschluss and protested his loyalty to the 
Fiihrer and the Reich. When the plebiscite was held to confirm 
Austria’s absorption in the Reich, all but 129 votes in Zone “A” 
went to Hitler, and it was only with the deportation and imprison- 
ment of Slovenes necessitated by the attack on Yugoslavia in 
April 1941, that their resistance began. In short, the Carinthian 
Slovenes, leaders and followers, behaved very much like the rest 
of the Austrian people. 

The next point raised at the conferences, and fairly laboured by 
the Austrian Communist Party in Carinthia today, concerns the 
policy of progressive Germanisation of areas which were originally 
purely Slovene in speech and culture. It is senseless to deny, as 
official Austrian documents have done, that de-nationalisation has 
been the practice in the Habsburg Empire, as indeed all over 
central and eastern Europe, nor that it produced amazing results. 
Whereas in the census of 1910 there were 107,000 persons who 
declared themselves and their children Slovenes, their number 
was reduced to 26,796 in the census of 1934. 

In 1921 the Slovene National Party polled 9,870 votes, 7 per 
cent of all valid votes in the province, and 9,205 in 1930, or 5.3 per 











th 


20! 





rian 
| to 
ians 
ers, 
the 


Igo- 
1ini- 
het 
the 
firm 


“A 








cent of a larger electorate. As emigration among Slovenes was, 
if anything, on a smaller scale than among German-speaking 





| would seem indicative of the liberality of Austria’s treatment of 
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Carinthians, and their respective birth-rates not dissimilar, neither 
can account for this decline. Nor was “Austrian terror” respon- 
sible, for not only did the Minorities Commission of the League 
of Nations watch over the fate of the Slovenes — and such in- 


| justices as did occur, if they were not settled amicably by the 
, (Austrian) “Committee of Appeal’, were duly reported to it — 


but there is also evidence of manifold Slovene activities in every 
sphere: one weekly newspaper, 20 educational unions with their 
own libraries, 76 bi-lingual elementary schools out of a total of 
374, and Slovenian classes at secondary schools and the teachers’ 
training college in Klagenfurt. There existed 44 peasants’ unions, 
with 34 savings banks and a big storehouse at Kuehnsdorf. 
Though German was the official language in Austria, the use of 
Slovenian was admitted by Courts and Public Offices in the mixed 
areas; and they of course had their own priests, and professional 
men and writers. But the fact remains that the Slovenes were, 
and are, the more purely peasant section of the population, and 
the poorest at that, often farming the less fertile uplands or eking 
out a precarious existence in the mountainous parts, and that the 
relatively easier life in the towns, with access to other jobs and 
professions, was bound up with a good knowledge of German and 
facilitated by assimilation. 

Moreover, the labour movement, in a province which contains 
a fair amount of small industries manned by German and Slovene 
speakers alike, contributed to the process of assimilation by 
substituting class for national divisions. (‘The Secretary of the 
Carinthian Socialist Party explained that the only opposition to 
the revival of bi-lingual schools which he encountered came, not 
from Nazis, but from his own Slovene members who thought the 
language question irrelevant.) Finally, there was, of course, the 
propaganda of the German-Austrian Nationalists, forerunners of 
the National-Socialists, who, with memories of the Yugoslav 
occupation of 1918-20 still rankling in their minds, condemned 
all Slovene national activities as irredentism and encouraged 
teachers in the mixed area to spread German culture and speech 
at the expense of Slovene. On balance, it is probably fair to say 
that the denationalisation of Carinthian Slovenes is a natural 
process which even the most liberal school-laws will not arrest; 
one or two similar cases may be found in the British Isles. 

What did stiffen people’s resistance to assimilation was persecu- 
tion: the Nazi census of 1939 showed an increase of 19,000 
professed Slovenes over the census figure of 1934; this alone 
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the Slovene minority, whereas Nazi pressure re-kindled the 
national consciousness of people who had not bothered about such 


things in the tolerant years. Looking back over the past 27 years |] 
of Austro-Yugoslav relations as they were affected by this little 


province, it is difficult not to agree with the Serb radical Dr. 
Jambrischak, whom the Austrians are fond of quoting as having 


remarked of the “Carinthian problem” that it was “like a sixth fj 


finger on a glove: it can be pulled out at convenience’”’. 
The economic reasons for demanding the cession of Southern 
Carinthia are probably the weakest of all. According to M. 


Kardelj, ‘‘the separation of Slovene Carinthia from the rest off 
Slovenia after the first World War was detrimental to her economy 
and particularly to her industry”. This, of course, is true of all) 


the succession States and of Austria as a whole, and is not peculiar 


to Carinthia alone. Apart from some Carinthian zinc ore which 


used to be processed at Celje, and Carinthian imports of Slovene 


agricultural products, principally grain, the two Slovenias could 


never be complementary to each other for obvious geographical 
reasons. It simply is not true, as is sometimes stated, that “‘the 


province north and south of the Karawanken range was a single |] 


economic unit in the days of the Austrian empire’’; as early as 


April, 1919 it was established by the Territorial Commission off 


the Big Four that “Southern Carinthia represented a geographic 
unit, divided from the South by the Karawanken range, and that 
the town of Klagenfurt had divers economic interests, more 
closely connected with the territories in the North than with 
those in the South’. In the last year before the outbreak of 
World War I Klagenfurt received from Austria seven times the 
amount of goods (11.600 truck loads) it did from South Slav lands 
(1.530 truck loads, 1.045 of which were coal). Against this it must 
be remembered that Carinthia, like all other wholly or partly 
industrial regions, used to supply the agricultural dominions of 
the Habsburgs with tools, implements, and industrial products 
generally, a practice which the economic nationalism of the 
Succession States made impossible; the plea should be for eco- 
nomic collaboration, and not for the cession of South Carinthia. 

Throughout her history Carinthia has been a mining country, 
and gold, lead, and iron already attracted Celts, Illyrians, and 
others even before the Romans came; today only iron, lead, a little 
coal, and magnesite are mined; besides, Carinthia makes accumu- 
lators, agricultural machinery, leather and paper, wire and nails 
For the sake of a national chimera this balanced economic unit |: 
to be destroyed, for if Yugoslavia’s claims were to be satisfied 
Carinthia would lose the Bleiburg lead industry, of inestimable 
value at a time of world shortage, the Feistritz accumulator works, 
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} the only hardboard works, the Ferlach wire and nail industry, 


and the Drau power works. How ill Austria can afford to lose 
these in her present economic position is obvious. In addition, 
Carinthia would be deprived of her capital, and Villach, the next 
town in importance, would be partitioned. The loss of a good 


| deal of agricultural land would be a further blow to all chances © 


ht 


of Austria’s recovery, whilst its southern railway network would 
be dislocated irreparably. Small wonder that the Austrian 
Government are talking about refusing to sign the peace treaty if 
Yugoslavia’s claims are conceded. 

Ostensibly, it is the water power of the Drau river which the 
Yugoslavs most desire to control, for there are 4 power stations 


| at present, two in each country, and the Austrian stations being 
/ upstream they obtain all the power the winter minimum of the 
) river produces, with the Yugoslav stations often seriously handi- 


capped. The agreement between the two countries regulating the 
utilisation of the water power of this river by both was ignored by 
the German authorities after the Anschluss, and at the Moscow 
Conference M. Bidault proposed that this very real grievance on 
the part of the Yugoslavs should be borne in mind. For this 


' difficulty a solution similar to the Austro-Italian understanding on 


the water power of the South Tirol seems indicated. 

In the meantime, until the Foreign Ministers meet again in 
November, life takes its normal course in Carinthia, with the 
indigenous population, Slovene and German-speakers alike, 
leaving it to Britain and Russia to fight it out among themselves — 
sritain by virtue of her occupation of Carinthia, and Russia as 
the patron of 'Tito’s Yugoslavia. One thing seems certain: should 
sritain yield over this question of “Slovene Carinthia’”’ it would be 
considered by the Austrians as an act of betrayal unparalleled in 
all her history, as it would be so obviously against the wishes of 
the people concerned; and if Tito were to attempt to take the 
province by force Carinthians would show the same readiness to 
defend their homesteads as they did in 1918-20, and the 
ensuing conflict might turn that little country into the Sarajevo of 
the next war. 


K. R.S. 
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Tue Five-YEAR PLAN 


N January 1 last there came into operation in Argentina a 
Plan of national reconstruction and development which for 
comprehensiveness and boldness of conception far surpasses any- 
thing which has yet been attempted in the Western Hemisphere. 
In the words of its originator, President Perdn, “it penetrates 


every department of Argentine life from the three angles of 


Government, national defence, and general economy”. It pro- 
vides for the reorganisation of every department of the administra- 
tion, federal, provincial, and municipal, including revision of the 
electoral law, of the penal and civil codes, of the educational 
system, and the medical services. Among other changes in these 
spheres, the suffrage is to be given to women and to non-commis- 


sioned officers of the fighting services, a corps of State lawyers is 
to be established, some 2 million of the 4 million children leaving 


school between the ages of 12 and 14 are to be given technical 
education, the Customs Law is to be modified, and arrangements 


are being made for the absorption of 250,000 immigrants from ff 


abroad and for schemes of colonisation designed to provide man- 
power for the many new industries which are to be established. 

But the most important part of the Plan concerns the general 
economy, for it is President Perén’s ambition to make Argentina 
not only very nearly self-supporting but strong enough to assume 
the leadership of the whole Latin-American world. He is therefore 
looking ahead to the time when, as he hopes, the country will have 
a balanced economy, with agriculture and industry complementary 
to each other, and the realisation of such a state of affairs can only 
be possible on the basis of well thought out long-term plans. To 
give any idea of what these are, it will be simplest to refer to the 
statement made by the President himself in a 6-hour speech to a 
special session of Congress on October 21, 1946 when he presented 
his Five-Year Plan.* 

He explained that the Plan embodied 27 new laws which, beside 
providing for the changes referred to above, covered land reform, 
public works, labour, social insurance, housing, the development 
of hydro-electric power, fisheries and forestry, and development 
of national industry in general. In an accompanying message to 
Congress he stated that the purpose of the Plan was to place the 
economic wealth of the country at the service of the whole popula- 
tion, so that all could participate in this in proportion to their 

1 The Authorisation Bill was approved unanimously by the Chamber on 
March 28, 1947, the Radical opposition having withdrawn. 
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_ capacity and effort for the public good. The national income was 
‘to be increased by mobilising resources and production so as to 
' raise the standard of living and increase consumption. 


In his speech he emphasised that the Government were not 
inimical to capital interests, whether national or foreign, provided 
they limited their activities to the legitimate trading sphere. As to 


this, he is generally believed to be convinced that the days of 


capitalism and private enterprise are over, but as he is opposed to 
Communism he has to try and steer a course between the two. He 
is also credited with the belief that Europe is “‘finished’’, and that 
the salvation of humanity lies with Latin-America, under Argen- 
tine leadership. 

The Plan itself falls into three main sections: State government, 


national defence, and national economy. As already stated, the 


third is the most important financially, and the most interesting 


‘economically. The second part will no doubt be costly, but no 


particulars of military expenditure are being divulged. Defence 
apart, the total cost of the Plan has been placed at over 6,662 
million pesos, or rather over £400 million, and of this the following 


| allocations were made provisionally as long ago as October, when 


the Plan was adopted in principle by Congress: 

(a) Initial o1ganisation, 72 million pesos odd, and it is interest- 
ing to note that a first step is to be an aerial mapping of the 
country to plan the schemes for irrigation and hydro-electric 


/power development. A large number of generating stations will 


be needed, on which work must begin at once. 

(b) Productive expenditure, so called, is to cost 6,590 million 
pesos, of which 625 million is allocated to “State government” 
and 5,965 million to national economy. The chief items here are: 


Million Million 
pesos pesos 

Public health 625 Immigration and 
Oilfields 620 colonisation 200 
Water power 640 Gas 271 
Sanitation 600 Electricity 485 
Navigation and Ports 600 Architecture 70 
Roads (4,000 miles) 555 Transport goo 


Airport near Buenos Ayres 120 


This section, on national economic development, is divided into 
7 parts—demographic problems, social problems, fuel and power, 
public works, production, commerce, and finance, and in view of 
General Perén’s policy of dealing with social problems in a manner 
which he claims is peculiar to Argentina and in keeping with the 
spirit of her people, something may be said here of the provisions 
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for giving labour a financial and managerial interest in the success 
of the concerns in which the worker is employed. It is laid down 
in the draft of the Plan that the intervention of labour in the 
direction of industry is to become more and more accentuated, 
and the Government will encourage measures enabling the 
workers to share in the profits by means of a labour-shareholding 
system which, however, will not be made compulsory. It is not 
considered expedient to effect such a radical transformation while 


all other countries retain the “‘wage system”, but rather to leave [ 
the matter to the conviction of those concerned in production, f 


who may thus come to understand that this change benefits both 
private interests and those of the community. At present, there- 
fore, the draft law has a purely optional character. 

It states that companies whose capital is constituted by shares 


or similar securities, and which facilitate the access of their 


workers to ownership of these shares, shall be entitled to the pro- 


tection of the State in the shape of certain “economic advantages” 
which the Executive Power may determine in subsequent regula- 


tion. Companies which voluntarily adopt the system shall fix a 


rate of interest on their capital not exceeding 5 per cent after con- |] 
stituting the reserve funds which prudence demands, the re-[ 
mainder being given to the personnel in labour shares. These | 


shares will confer the right of participating in the management in 
the same proportion as capital shares. When all the capital shares 
have been replaced by labour shares, presumably by purchase of 
the former, the ownership of the undertaking will be entirely in 
the hands of the workers. 

So far, the scheme has been adopted in only a few cases, and in 
one important concern, the new telephone company (succeeding 
the American-owned company), the method varies from the 
original plan. Instead of individual holdings by the workers, 2 
body known as the Caja Mutual del Personal receives 50 per cent 
of the profits in excess of 44 per cent on subscribed capital and 
devotes them partly to the purchase of shares and partly to welfare 
schemes at present under study by the Central Bank. The above 
is cited as an interesting example of the manner in which the 
Government’s ideas on social policy are put into effect. 

The President states that the success of the Plan depends very 
largely on the decentralisation of industry, and this, of course, 
involves a large-scale development of communications of all sorts, 
including the inland waterways. It also involves a very great 
increase in fuel and power resources, well distributed throughout 
the country, and for this two schemes have already been devised. 
The first is the construction of a 1,100 mile natural gas pipe-line 
from the oil fields at Comodoro Rivadavia to Buenos Ayres, so : 
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| to encourage industry to build plants along its route to take 


advantage of the cheap fuel supply, and the other is the construc- 
tion of new generating works at Salto Grande, on the Uruguay 
River, and in the provinces of Santa Fé, Entre Rios, Mendoza, 
Salta, and Jujuy. General Peron also says that success depends on 


| securing the people to do the technical work and on getting 


machinery and supplies from the United States, and he has already 
secured the assistance of technical missions from that country 
headed by eminent engineers, industrialists, and scientists. 

For all this it will not only be necessary to find very large sums 
of money, amounting, in the estimate of some observers, to con- 
siderably more than the 6,662 million at present envisaged. There 
must also be a very complete control by the Government of all the 
national activities, both in agriculture and industry, and it is 


| interesting to review shortly the measures through which this has 


been secured. 
President Perén assumed office on June 4, 1946, and shortly 


| before this the Central Bank had been nationalised. Since then, 


Government decrees have given it power to employ up to 85 per 
cent of the deposits of all the banks in the country, which are now 


| held “‘to the order of” the Central Bank. This is equivalent to the 
' nationalisation of all bank credits, since all lending is controlled; 


also all foreign exchange operations. On its part, the Government 
guarantees all deposits. 

Foreign exchange rates are fixed on differential scales in order 
to subsidise industry, and a close control is maintained on imports, 
import licences being granted only for goods which are badly 
needed or which are not obtainable locally and do not compete 
with domestic industries. The Foreign Minister, in a statement 
issued last June, declared quite openly that the task of enforcing 
the protection system, to put Argentina on the same economic 
level as the rest of the world, would be pursued and carried to its 
conclusion by the Government, because “‘the State is the most 
perfect institution in the relations of mankind’. And when the 
import of all motor vehicles was prohibited on June 14, it was 
pointed out that Argentina must continue to pay the cost of State 
planning so that she can enjoy “‘economic independence’’. In 
agriculture a significant step was taken in March, when the 
Government expropriated all lands owned by limited companies 
which were rented to cultivators instead of being worked by the 
companies themselves. 

But perhaps the most important aspect of the exercise of State 

‘A treaty was signed with Uruguay at the end of December by which the 


» States are to collaborate in harnessing the rapids and creating a lake of 
230 square miles, at a cost of 600 million pesos. 
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control is the one which goes far to answer the other main question 
regarding the Plan: how the necessary funds are to be found. 
This is the existence of the Instituto Argentino de Promocion de! 
Intercambio, or 1.A.P.I., formed in May 1946 on the liquidation 
of a previous body, the Trade Promotion Corporation, which had 
been set up in 1941 primarily to counteract the bulk buying of 
grains, etc. by the Combined Food Board, on which 21 countries 
were represented.' The I.A.P.I. is now virtually an offshoot of 


the Central Bank, and it has been given a monopoly in the export- ff 


ing of grain, meat, etc., buying from the farmers at fixed prices 
which often bear no relation to those ruling in world markets, and 
selling abroad at a large profit. This profit is intended by the 
Government to form the basis of the financing of the Five-Year 
Plan, and, as will be seen later, is expected during 1947 to reach 
a total of some 2,000 million pesos, or say {125 million. 

While such estimates are common talk in the country, the actual 


prices at which the produce of the stock-raisers and farmers is sold } 


abroad are not disclosed by the Government; it is not surprising, 
however, that a good deal of information leaks out, and there 
have lately been signs of setious restlessness among agricultural 
interests as a result. In many cases the prices obtained by the 
Government are understood to have been approximately double 
those paid to the producer?® which, it is complained, do not now 
cover the cost to the farmer; the latter’s expenses have risen con- 
siderably during the last year or so, owing largely to increases in 
wages imposed by Government decree, and some estimates now 
place the cost of production in agriculture at double the pre-war 
level. 

Protest meetings held in many parts of the country by agrarian 
organisations have been prevented or broken up by the police, and 
last spring recourse was had to the Federal Courts. At the 
end of April the Courts delivered judgments upholding the con- 
stitutional right of citizens and recognised organisations to meet 
in public assembly so long as the necessary notice was given to the 
police. Meanwhile the First Autonomous Agrarian Congress had 
issued a manifesto denouncing the ‘“‘barbarous procedure”’ of the 
State, and the “amazing action” of the police in interfering with 
the right of public meetings. ‘‘We are being iniquitously stripped 
of the results of our work’’, it declared, ‘‘and as we gather peace- 
fully to discuss our problems and to request a return of our 
patrimony, the State—not satisfied with having taken away our 


‘There are at present buying commissions of 1o foreign countries with 
offices in Buenos Ayres, often competing with one another. They include 
Poland, Rumania, and Yugoslavia. 

* In November 1946 wheat bought from the farmers at 17 pesos a quintal 
was sold abroad at 35 pesos. 
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freedom to work and our freedom to trade—also deprives us of 
” 

General Perén’s reply was to call a meeting of representative 
farmers, to whom he declared that the figures of Government 


| profits had been exaggerated, and pointed out that while it was 


true that a good profit had been made the money would be going 
back to the farming classes, for the expenditure under the Plan for 
public works was for the benefit of the whole population. He also 
received a delegation from the Agrarian Federation, to whom he 
explained that the sales monopoly had been forced upon the 
Government by the buying monopolies of the foreign countries. 
It was unfair, he added, to talk of exorbitant profits. In the case of 


' wheat, for instance, they had lost money because they were sub- 


sidising domestic consumption; the I.A.P.1. had paid out 350 
million pesos in subsidies to wheat, potato, sugar, and edible-oil 
growers so as to give the people staple foods at low prices. 

But the President’s real justification for his policy is based on his 
conviction that for the sake of Argentina’s future and the pro- 
sperity and happiness of her people it is essential that economic 
independence, as he terms it, should be achieved. As General San 
Martin liberated the country politically 130 years ago, so it is his 
own ambition and duty to liberate it economically. His overriding 
aim, as he has openly said, “is so to organise its economy that not 
an inch of ground or breath of air is foreign owned or controlled’, 
for he holds the view that economic dependence is incompatible 
with genuine political independence. A lack of heavy industries 
is a mark of economic dependence, and it is therefore imperative 
that this lack should be made good, no matter how long this may 
take and how much it may cost. That it can be done he is con- 
vinced, and points out that 20 years ago Argentina’s industrial 
output equalled that of Canada, but Canada’s is now three times 

s great. He is under no delusions, however, as to the magnitude 
of the task ahead, but claims that he will at least start Argentina 
off on the new track. 

He has already made noteworthy progress in buying out foreign 
owners of railways, telephones, etc. The British owned railways 
have been purchased for {£150 million and the French for some- 
thing near 183 million pesos. In February the American-owned 
telephone services were acquired for $128 million. On December 
31, 1946 substantially the last of the foreign debts was paid off. 
it has not been difficult to find the money for all this owing to the 

irge sums in foreign exchange accumulated by the Government 
uring and just after the war. At the beginning of the year the 
Central Bank was reported to hold over 5,500 million pesos in 
gold and foreign exchange, and trade transactions alone during 
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the war are understood to have resulted in the accumulation of 
£120 million in sterling credits. Sales during the current year to 
Great Britain of vegetable oils and oil cakes alone are reported to 
have brought the Government a large profit. In a Message to 
Congress on May 1 General Perén stated that the I.A.P.I. hoped 
to make a profit of 2,000 million pesos in 1947 by sales of Argentine 
products abroad, which would be used as “‘basic capital” for 
establishing industries and developing production of all kinds 
under the Plan. 

These figures are certainly impressive, but they prompt the 
question as to how long they will continue to provide the Govern- 
ment with the means of meeting the great expenditure involved. 
The matter was debated in the Senate last January, when speakers 
gave it as their opinion that export prices would fall materially in 
2 or 3 years. . 

There was a division of opinion as to whether a serious fall 
would result in the disappearance of the I.A.P.I., or whether, as 
is widely believed in Argentina, that organisation would continue 
to operate and derive its profits from sales in the domestic market, 
which it could succeed in doing provided a tight control were main- 
tained over the whole economy of the country. At the moment it 
is an open question whether the Government will endeavour to 
follow some such course, or will turn to the raising of loans in the 
domestic market. Possibly recourse may be had to both ex- 
pedients. 

Reference must be made here to foreign trade agreements 
which constitute a further drain on the large sums accumulated 
by the State. These include agreements providing for the granting 
of credits to Spain and Chile, which are contributions towards 
implementation of the Plan. To Spain, by an agreement signed 
last October, Argentina advanced a 2-year credit of 350 million 
pesos and granted a 25-year loan of 400 million, while to Chile, in 
December, she granted a 3-year revolving credit of 100 million 
and a long-term loan of 300 million, and also agreed to subscribe 
a further 300 million to form a joint company to promote industrial 
enterprises in Chile to produce raw materials needed by Argentina, 
particularly copper, iron, nitrate, oil, timber, and hydro-electric 
power. At the same time a limited Customs Union was created, 
removing all import duties except on such articles as would com- 
pete with similar ones in the other country. Last May a Customs 
Union was also established with Bolivia, and it is widely believed 
that General Peron aims at extending this system to as many of the 
South American countries as are willing to take part. 

Trade treaties have also been concluded in recent months with 
France, Switzerland, and Ecuador, and an agreement was signed 
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with Italy last February for the acceptance by Argentina of large 
numbers of Italian workers to help to supply the skilled man- 
power needed for the Plan. 


If the question as to whether the Plan can be financed is 
answered in the affirmative, there will remain another: Will the 
sree and social difficulties be overcome, and will Perdén’s 
labour policy justify itself? For some time before he came to power 
he had been doing everything possible to push up wage rates, and 
there is no doubt that the standard of living of the industrial 
workers has been raised, relative to that of other classes. He made 
many promises, however, which he was unable to put into effect, 
and despite what he has done for it, labour is restless, and the 
situation generally is characterised by go-slow and unofficial 
strikes and absenteeism. ‘The impression gained by recent 
observers visiting the country is that the working classes are 
cynical in their support of the President, and the recent rise in 
prices and inflation may cause them to abandon him. In that case 
his position will oe untenable, since he has already forfeited the 
support of those who have traditionally formed the backbone of 
the Government—the large landowners and captains of industry. 
There remain the army and the police, both of which are well 
equipped. The police in Buenos Ayres have recently been given 
increases in pay and been strengthened in numbers, and the 
enemies of the President now describe it as forming his private 
army. 

In view, however, of the general appearance of prosperity which 
is so evident in the big cities it may be asked why there should 
exist this uncertainty as to the position of the President. The 
answer may be that this prosperity —shown by good business pro- 
fits, a booming stock exchange, good housing conditions, and 
ibundance of food and clothes —is based on two artificial elements. 
These are the high rates obtained abroad for Argentine exports 
(these, as has been pointed out, may not last for long), and the 
inflation resulting from the high prices of imports, the growth of 
overseas balances, and deficit spending by the Government. 
Inflation has been aggravated by the high wage rates which 
General Perén has forced the industrial employers to pay, and by 
the high rate of Government deficit spending, regardless of the 
hortages of consumer goods for which their own policy of regu- 
lating and restricting imports is in large part responsible. If this 
continues the President may well be compelled to have a “‘show- 
iown’’ with labour, a matter of great difficulty and danger for 
him, since the working classes have come to expect high wages 
is their right. 
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So far he has made no serious attempt to face up to this ques- 
tion. A 60-days’ campaign was launched in 1946 to halt the rise 
in prices, and last May a decree was issued ordering business men 
not to increase prices, but neither of these measures reached the 
roots of the problem of inflation. By his whole policy he is 
endeavouring to raise the standard of living and at the same time 
embark on large-scale capital expenditure for the Five-Year Plan. 
Unless production can be increased on a huge scale the carrying 
out of the Plan must involve a definite lowering of the standard of 
living of the workers, and, as already indicated, this is a develop- 
ment which the President certainly cannot face with equanimity. 

In conclusion, it should be pointed out that the introduction of 
economic controls is not new and began long before General 
Perén assumed the Presidency.' Ever since the revolution, in 
June 1943, that is 3 years earlier, a policy of autarchy has been 
pursued, and the Government has attempted to isolate the country 
from the effects of economic fluctuations abroad by extending its 
financial activities and multiplying its expenditures. This has 
resulted in large Budgetary deficits, which since 1943 have each 
year exceeded 1,000 million pesos and in 1946 totalled 1,458 
million. Actually, this situation does not directly affect the ques- 
tion of financing the Plan, since the whole programme of State 
trading, including the receipts obtained, is outside the scope of 
the federal Budget. At the same time, it is hardly necessary to 
point out that any unsoundness in the fiscal policy of the Govern- 
ment is bound to affect adversely the prospects of finding the money 
to finance the Plan, and it is when one comes to look into the causes 
of the inflation which now characterises the country’s economy 
that certain disturbing facts thrust themselves on the attention. 

Owing to the inflow of funds resulting from the surplus of 
exports over imports during the war the physical volume of goods 
and services produced rose only by 15.9 per cent, whereas the 
means of payment rose by 176.8 per cent. The Government, 
however, did nothing, by taxation or otherwise, to draw off this 
excess purchasing power; on the contrary, it increased its spending, 
and in recent years the increase in its outlay has outstripped the 
rise in the national income. The net Budgetary receipts of the 
Government have not kept pace with expenditure; from 1941 to 
1946 revenue increased 94.3 per cent, but total outlay increased 
123.7 per cent.* This rise is exclusive of prospective outlays under 


the Plan. 


1 Gen. Per6én was the head of the Secretariat of Labour before he was elected 
President in February 1946. 

* Direct military expenditures accounted for 62.9 per cent of the total increas 
in outlay in the 6 years. In 1941 they represented 21.2 per cent of the total, and 
in 1946, 44.3 per cent. 
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Another fact that should be borne in mind is the practice of the 
Argentine federal Government of dividing Budgetary expenditure 
into 2 classes —those to be financed by cash receipts, and those to 
be covered by issues of Government bonds. 'The result of this is to 
make possible deficit spending by the Government to an extent 
which is more dangerous to the country’s economic resources, in 
the long run, than is apparent without a detailed examination of 
the figures. ‘Originally the Government justified this division by 
claiming that the expenditure financed by bond issues created 
offsetting assets in the form of public investments”, to quote a 
leading American economist. But in fact the only asset which 
can be presented to justify an increase in the capital Budget is an 
increase in taxable capacity of the country’s economy which the 
Budgetary expenditure may make possible. It is important to 
distinguish between expenditure which produces assets which are 
real in that they result in a continuing increase in taxable capacity, 
and expenditure on assets like roads and public buildings, which are 
not, in general, productive in the same sense at all. In the case of 
Argentina, not only are public works and Government contribu- 
tions to pension funds included in the disbursements to be 
financed by bond issues, but also the recent large sums spent on 
national defence. In considering the part played by deficit spend- 
ing by the Government in contributing to inflation it is as well, 
therefore, to keep the above facts in mind. 


A.N.0O. 


ECONOMICS AND POLITICS IN CHINA 


HE following comments on the economic situation in China 

are the result of personal observation during the summer, 
particularly in late July, and are in a sense an addition to, and 
bringing up to date of a study made by an American economist, 
which provides a full picture of the background, and was published 
early in the present year.* In that study, in addition to covering 
a considerable amount of ground relating to the pre-war economic 
and financial situation of China, the author made some pertinent 
comments on the outstanding features prevailing when he wrote. 
For instance he emphasised (1) That political factors dominated 
the scene, (2) That military expenditure was one of the most 
immediate problems affecting the financial position of the Chinese 
Mr. R. A. Rennie, in Jnter- American Economic Affairs, for June 1947, p. 52. 


* See China’s Economic and Financial Reconstruction, by Dr. Arthur Young, 
published by the Committee on International Economic Policy, New York. 
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Government, (3) That for financial stabilisation internal action was 
a primary requirement, but a foreign credit would probably be 
needed. In addition Dr. Young gave much consideration to the 
subject of China’s future requirements in the way of new economic 
development, which he showed would need “large and continuing 
amounts’’ of foreign capital. In this respect Dr. Young encroaches 
on realms of speculation into which the present writer does not 
propose to enter. This article will be confined to a very general 
appreciation of the existing situation, but the three points selected 
above out of Dr. Young’s study are so fundamentally relevant at 
the present juncture that they will serve as a useful starting point 
for some preliminary comments which will bring up to date the 
remarks Dr. Young made some six months earlier. 


I. POLITICAL FACTORS DOMINATE THE SCENE 


The facts are fairly well known. The split between the Central 
Government at Nanking and the Communist régime widened 
rapidly after General Marshall’s departure from China last Janu- 
ary. Before long the Communists were declared open rebels and 
civil war was recognised without any pretence. General Marshall’s 
farewell statement asserted that the Communists were evidently 
counting on an economic collapse to bring about the fall of the 
Government. Their tactics in the past few months have been 
amply sufficient to substantiate this view, but it must not be for- 
gotten that General Marshall also stated that the reactionaries in 
the Government evidently counted on substantial American 
support, regardless of their own actions. At the moment of 
writing the Communists’ attitude remains much the same. They 
have had a considerable measure of success in Manchuria early in 
1947. Thanks to some movement of stocks of beans and to the 
reopening of the ports of Yingkow (Newchuang) and Antung, 
there were welcome signs of possible recovery in southern Man- 
churia, but as a result of the Communists’ recent campaign the 
economic outlook has again turned black, shipment of commercial 
cargo is impossible, Antung is in the hands of the Communists, 
and Yingkow is threatened. Moreover, the whole of China north 
of the Yellow River remains disorganised by disruption of the lines 
of communication and by the Communist control of the interior 
districts whence export produce and foodstuffs are derived. The 
movement of any cargo by truck, boat, or cart is a precarious 
enterprise subject to the permission of the guerilla forces, while 
the railways in the extensive area between the east-west Lung-Hai 
Railway and the Peiping-Tientsin sector have been rendered 
virtually useless ever since the Japanese surrender. Only the 
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railway linking Peiping and Tientsin with Moukden has precar- 
iously been kept open, except for short periods, but its importance 
has warranted strenuous efforts, both because of its great military 
value and because of the pressing need for coal produced by the 
mines at Tangshan, belonging to the Kailan Mining Administra- 
tion. In the circumstances it is not surprising that political factors 
should over-ride the needs of trade in North China. Yet although 
trade must remain stagnant while these conditions continue to 
exist, it is known that there are considerable stocks of export 
commodities such as wool, hides, bristles, etc, accumulated in the 
North, and some day these must find their way to the coast and so 
to the foreign markets. Tientsin would be a very valuable prize 
for the Communists, and this gives additional importance to the 
physical control of that port, whence so much of North China’s 
export produce must be shipped. Moreover, as distributor of 
imported goods needed for a vast hinterland it dominates all other 
ports north of Shanghai, and neither Dairen nor Tsingtao will 
ever fill its place as an entrepét distributing centre for imports and 
exports for that particular area. 


2. MILITARY EXPENDITURE AND ITS EFFECT ON THE 
FINANCIAL SITUATION 


It follows from what has been said above about the political 
factors that the military expenditure of the Government cannot 
be expected to show any reduction during the year 1947. South 
Manchuria and Tientsin must be saved at all costs. Thus the 
needs of the military must inevitably be greater than in 1946. 
Figures published in the press early in the year showed that about 
36 per cent of the estimated Government revenue in 1947 was 
to be spent on “defence”. That was wishful thinking; it is believed 
that expenditures on this account in 1946 amounted to somewhere 
between 70 and 8o per cent of the total expenses of the Govern- 
ment. In 1947 up to July there has been much greater military 

tivity than there was in the last six months of 1946. Not only 
nas there been loss of territory in Manchuria and a see-saw 
campaign elsewhere, but there has also been much loss of men, 
materials, and foodstuffs, all of which will have to be replaced. 
(he strength of all the armed forces in China for which the Govern- 
ment is directly responsible, at what must be a very rough estima- 
tion, has been put at about three millionmen. There may be another 
two million who are not a direct charge on the national Treasury, 
but indirectly all Army, Navy, and Air Force personnel and the 
expenditures to which they give rise are a charge on the revenues 
of the country. The new “Mobilisation Order” introduced in 
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July will mean additional expenditures and accelerated recruit- 
ment to the armed forces. At the same time it is to be remembered 
that the Chinese Navy, which was almost non-existent during the 
war, is now rapidly expanding. The warships it is receiving from 
the United States and the United Kingdom, as well as by way of 
reparations from Japan, all mean new burdens on the finances of the 
Government. If economies can be introduced elsewhere they can 
hardly be applied to the military for fear lest the armies become 
disaffected. Reports of deterioration in the standard even of the 
American-trained armies are serious enough as it is. Considerable 
sums are being expended on defence works near Tientsin, Peiping, 
and Moukden, and no doubt similar activities are being under- 
taken over extensive areas around all towns and along all main 
lines of communication at present under Government control in 
the very widespread districts where there is danger of Communist 
attack. 

The effect of this state of affairs on the national Budget must 
of course be serious and will be dealt with below. 


3. REQUIREMENTS FOR FINANCIAL STABILISATION 


We now come to the third heading: that for financial stabilisa- 
tion internal action is a primary requirement but that a foreign 
credit will probably be needed. This is a wide topic, which it will 
be convenient to divide up into the following sections: 


(a) Government revenue and expenditure 
(6) Taxation 

(c) Prices 

(d) Issue of Bank-notes 

(e) The inflationary trend 

(f) Foreign credits. 


(a) Government Revenue and Expenditure 

Financial stabilisation in China can only come after a settlement 
of the two problems mentioned above, namely the political 
factors, and its now inevitable link — military expenditure. In 
existing circumstances financial stabilisation cannot be expected. 
It is only possible to seek out palliative measures to prevent the 
situation from deteriorating too rapidly. As Dr. Young has 
pointed out, China’s inflation has so far behaved much better than 
some of the inflationary situations in Europe. During the war 
years the rise in prices in Free China averaged roughly ro per cent 
per month; more recently the rise has been averaging about 20 
per cent and the spiral is getting steeper and more difficult to 
check. What should be done? Obviously attempts should first and 
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_ foremost be made to narrow the gap between revenue and expendi- 


ture, if this can be done. If not, inflation will eventually get out 
of control. Vigorous internal action can still do something towards 
this end. Let us look at the position. 

In December 1946 a statement was published giving an estimate 


_ showing Government revenue for the coming year as amounting 


' to about CN $7000 billion, while expenditures were expected to 


reach CN $9000 billion (taking one billion as a thousand million). 
In May 1947 the Minister of Finance announced that estimated 
expenditure for the year had to be revised to , $20,000 billion, 


| about half of which would be raised by taxation. The Minister 


hoped to cover the deficit partly by the sale of two internal loan 


_ issues, one in U.S. $ currency at 6 per cent interest repayable by 


drawings within ten years; the other also in US$ currency, but 


| repayable within three years in Chinese currency at the official 


rate of the day of repayment, with interest at 20 per cent per annum. 


_ Other methods proposed for raising revenues were the sale of 
_ enemy properties (mostly Japanese industrial establishments), of 


ew teats 


gold, and of surplus army materials acquired from the U.S. 
Government. At the same time the Minister proposed to intro- 
duce improvements in the taxation system and to levy additional 
taxes such as a tax on real estate values and on foreign currency 
holdings of Chinese nationals. 

The above two loans have not been well supported and the sale 


of gold proved unsuccessful. The sales of enemy properties have 
' not been easy to effect, and so far no further details have been 


announced about the two taxes mentioned. However, attempts 
are now being made to increase and intensify the crop tax, which 
is a tax levied in kind on agricultural products such as rice, wheat, 
and cotton, and which, although successful during the war, was 
always unpopular in the agricultural areas. The farmers already 
have much to complain of in the way of burdensome taxes, both 
regular and irregular, so an increased crop tax may lead to con- 
siderable trouble in some of the provinces. 


(6) Taxation 

It has been apparent that taxation should have been collected 
far more effectively in the industrial areas. Since the war much 
money has been made in the large towns and especially in Shanghai. 
The Chinese are past masters at circumventing taxes, and the use 
of two sets of account books is only one of the best known and 
obvious methods of hoodwinking tax collectors if a straight- 
forward “‘compromise”’ cannot be arranged. During recent months 

spate of regulations has been issued, cancelled, and re-issued 














412 ECONOMICS AND POLITICS IN CHINA 


dealing with direct taxes, such as Income Tax, Business Tax, 
Special Business Tax, Excess Profits Tax, Stamp Tax, Commodities 
Tax, etc. Instead of starting off with simple regulations at reason- 


ably low rates which would not give rise to strong opposition, some 
of these taxes are confusing, complicated, and onerous. The ff 


result has been general opposition and obstruction. One of the 
main troubles is due to “incompetent” (this word covers a multi- 
tude of sins) civil servants, and it is to be feared, now that inflation 


is in full sway, that it may be too late to rely on normal forms of | 


taxation to save the situation. Some consideration has been given, 
it is believed, to the levy of a capital tax. In the past the war lords 
have found many ways and means of “‘soaking the rich”, and it is 
quite on the cards that a levy of this kind will be attempted in the 


near future, even though it may lead to much evasion and injustice. |9 


The proposal of the Finance Minister mentioned above appears 
to be that a capital levy should in the first place take the form of a 
levy on the larger owners of property, since such a collection, with 
the help of the land registers, might be easier to achieve than other 
alternatives. But there are great administrative difficulties which 
the Minister of Finance may well find insuperable. Incidentally a 
levy on bank deposits as in other countries would not be very 
effective in China, owing to the fact that deposits in commercial 
banks have failed to rise in proportion to the inflation of the currency 
and much cash is known to be employed outside banking circles 
in what are known as “underground banks”. The Minister’s other 
proposal, to levy a tax on all foreign currency holdings or (as has 
been also recommended) the forced requisition of all such funds, 
runs up against many difficulties. The co-operation of Chinese 
owners of such deposits is not to be expected, and complications 
in the way of obtaining particulars from foreign Governments 
have hitherto proved insurmountable. 

It is of interest here to call attention to the statement of Mr. 
Gunther Stein in his book The Challenge of Red China where in 
Chapter XXI he deals with questions of finance and taxation in 
the Yenan areas. According to Mr. Stein, who quoted the Director 
of the Department of Finance of the Border Region Government, 
considerable success has been achieved in obtaining reliable 
income declarations from farmers and townsmen, based upot! 
which income taxes are levied on a progressive scale. The crop 
or grain tax is also claimed to have been collected without friction, 
and in all cases the progressive method is adopted whereby the 
more prosperous pay heavier taxes. A caveat is, however, necessary 
in regard to foreign journalists’ reports about the Communist 
areas. It seems certain that such financial organisation as exists 
covers only limited areas. 
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\(c) Prices’ Indices 
| While inflation proceeds at the present progressively increasing 
‘rate, it is doubtful if the Minister of Finance will find it possible 
yto “bridge the fiscal gap”. An examination of the price levels and 
ta consideration of the available data about the note issue may help 
ito get the picture more clear. The wholesale price index issued by 
‘the Central Bank of China showed that in 1946 Shanghai prices 
‘rose more than six times in the course of the year. At the end of 
'1946 the wholesale index was 6,000 times above the basic rate — 
i.e. that for the first half of 1937. But it is alarming to note that 


between January 1 and July 15 of 1947 this index increased another 


five times, from 6,000 to 31,000. Shanghai is of extreme importance 
to the economy of the country, but Shanghai, the happy hunting- 
‘ground of speculators and black-marketeers, does not give a fair 
‘picture of China as a whole. For instance, the comparative index 
‘for Chungking, the war-time capital, stood higher than that for 
)Shanghai in June 1946, but at the end of that year the index was 
only 2,687, about twice the figure for January 1946, but less that 
‘half that of Shanghai. However, in the first six and a half months 
of 1947 the Chungking index has also increased over five times to 
14,490 which, it will be seen, is still less than half of that of 
BShanghai. 
' ‘The great variations in the cost of living throughout China are 
indicated by the retail price indices compiled by the Farmers Bank 
sof China (the Central Bank does not give wholesale price indices 
for a large selection of towns), which covers a dozen large towns 
scattered throughout the country. Here we find that the indices 
for April 1947 (later figures are not available) range from a low 
mark in Chungking and Kweiyang to a figure 20 per cent higher at 
*Lanchow in Kansu and to high points at Loyang, Sian, and Nan- 
king (Shanghai is not given), which are about 270 per cent above 
the lowest. It cannot be doubted that the cost of living of farmers 
in most country areas is still lower than the average of the towns 
mentioned above owing to the fact that, although manufactured 
goods may cost more, foodstuffs are cheaper and weigh heavily in 
the index. 

One might venture a guess that a comprehensive cost of 
living figure for the whole of China would probably be not much 
above one third of the Shanghai scale. In order further to assist 
in summing up the position the following exchange rates are 
relevant. ‘They show that in the past six months the depreciation 
of the open market exchange rate has been roughly in line with 
the increase in the price level at Shanghai — an indication that at 

Shanghai prices are inclined to follow open market exchange rates. 
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Official rates per 1 U.S. Approximate averag: 
Dollar open market rates 
per 1 US$ £1 Sterling 
CN$3.00 


1937 

All through the war ns Dec. 1944 CN$ 584 CN$1,330 
until March 3, 1946 .CNS$20.00 Dec. 1945 1,380 5,000 
March 4, 1946 CN$z,020 July 1946 2,620 8,500 
Aug. 19, 1946 CN$3,350 Dec. 1946 6,500 20,500 
Feb. 17, 1947 CN$12,000 July 1947 42,000 135,000 
N.B. The London/New York Cross Rate has since V.J. day varied 
considerably in Shanghai and has been as low as US $2.85 per f1. 
In July 1947 it was about US $3.20. 


(d) The Issue of Bank-notes 


It is to be observed that, as far as can be ascertained from avail- 
able figures, the note issue in China has not expanded nearly as 
rapidly as the rise in prices. Except for one recent statement 
mentioned below, the Government has kept the public in the dark 
as regards the exact amount of its note issue ever since 1937. Dr. 
Young discreetly observed silence on this point in his study. He 
merely stated that the currency volume had multiplied manyfold, 
although he gave “the average price level” at the end of 1946 as 
“*5,000 times or more than that of 1937’’. At the end of June 1937 
the note issue was officially given as CN $1,400 million. After 
years of silence, the Minister of Finance stated on May 23 last 
that at the end of April the total issue was about 6,000 billion 
dollars. This figure is only 4,300 times the 1937 figure, whereas 
the Shanghai wholesale price index was then about 26,000 times 
that of 1937. 

It seems certain that the Minister of Finance did not include 
the note issues for Taiwan (Formosa) and the North Eastern 
Provinces (Manchuria) where there are separate currencies. These 
stand at the present time at exchange rates of CN $65 and $12 
respectively to one Taiwan and one North Eastern dollar. It is 
worth noting that one of the leading Economic Research Institutes 
has recently estimated that at the end of June the Central Govern- 
ment’s note issue was probably $12,000 billion; i.e. about 9,000 
times the 1937 figures given above, which compares with the 
wholesale price increase of 33,000, according to the Central 
Bank’s index. 

Whatever the exact note issue may be it is fairly certain that 
the Shanghai price level has increased far more than the note 
issue, but Shanghai prices are not a fair criterion of the average 
prices throughout China as a whole, which, as suggested above, 
may be one-third of the Shanghai index. In the European types 
of inflation the circulation has always kept well ahead of the rise in 
prices until perhaps in the last stages, when notes are so discredited 
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as to be almost useless. China is a considerable way off this point 
as yet. 


(e) The Inflationary Trend 

When Mr. T. V. Soong resigned from the Executive Yuan last 
February he stated his conviction that, in spite of the uninter- 
rupted inflation during the period of the war, further developments 
could have been remedied if there had been internal peace: 
military expenditure could have been cut down and revenue could 
have been increased: prices could have been stabilised, and the 
further issue of notes stopped with the assistance of non-recurring 
receipts, like Government sales of enemy property and gold. Mr. 
Soong gloomily showed that compared to the Communist war of 


| the present day the civil wars of the past were child’s play. Unlike 


the past the present war brought deliberate destruction of all means 
of communication and production and the disruption of the social 
system. It is difficult to see how, on top of g years of war and 
inflation, any new economic plans or orders introduced by the 
Government at this late date can satisfactorily stop the machine 
on its downward course and counteract the deliberate disruption 
of the economy of the country, which the Communists are under- 
taking so effectively in North China. 

If the Government had not let the inflationary situation develop 
as far as it has now gone and if they had concentrated on producing 
an efficient financial system in the areas south of the Yellow River, 
or even south of the Yangtze, there might have been more hope. 
\s things are, China finds herself once more facing the political 
factor. Internal peace, either by compromise or by compulsion, 
alone can put a stop to the rot. The Government is trying to post- 
pone a collapse in the hope that outside assistance may yet produce 
a way out of the political impasse. Thus the recent ‘‘ Mobilisation 
Order” of July 18 is aimed at “putting a curb on inflation and 
restoring Budgetary equilibrium”’, while at the same time sup- 
pressing the Communists. The economic part of the order covers 
much of the ground already covered by the economic emergency 
measures promulgated last February. The latter failed to attain 
their aim. It looks as if the new order will be enforced with greater 
vigour and even with ruthlessness. The times are so critical that 
if this effort fails it can hardly be expected that it will be possible 
to bolster up the currency and finances of the country any longer. 

f) Foreign Credits 

Dr. Young expressed the view that a foreign credit would 
probably be needed in connection with the eventual stabilisation 
f the currency, and that “larger and continuing’’ amounts of 
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foreign capital would be required by China for new economic 
developments. Few others than the Communists would be likely 
to dispute these two points. It seems doubtful whether the Chinese 
Government have any longer sufficient foreign currency reserves 
to serve both as backing for a new currency and at the same time 
to meet any adverse balance of payments. Even if, after internal 
peace has arrived, China can tighten up her controls over trade 
and currency and issue a balanced Budget, it will still be doubtful 
if there will be sufficient confidence in the country to trust in a 
new currency, unsupported by a foreign loan or credit. However 
unpalatable it may be to China, it is extremely unlikely that her 
currency and finances can be rehabilitated without foreign assist- 
ance, both administrative and financial. 

As stated above, the writer does not propose to enter into the 
question of future foreign loans and future economic development 
plans, such as are already on paper in the planning departments 
of the Chinese Government. It does, however, seem to be desir- 
able to say that it would be most inequitable for new loans or 
credits to be granted to, or accepted by, China without simultane- 
ous arrangements being made with the creditors who loaned China 
money in pre-war years for general internal reorganisation as well 
as for railway construction. The present financial authorities in 
China are believed to realise the importance of this question and to 
have indicated privately their sympathy with this point of view. 
It may be noted that the International Bank for Reconstruction 
and Development has laid down, as one of its conditions for loans 
to Latin American countries, that such countries must first make 
satisfactory agreements for the liquidation of their external debts. 

The above comments have dealt in broad outline with the 
economic situation without attempting to touch on detailed 
developments since the end of hostilities with Japan. Thus no 
reference has been made to the difficulties of foreign merchants, 
shippers, and bankers, to the Temporary Foreign Trade Regula- 
tions under which an import licensing system was introduced in 
March 1946, to the revised regulations of November the same year, 
nor to the Economic Emergency Rules decreed on February 16, 
1947 and the Regulations with regard to Foreign Exchange 
Transactions published the same day. It has been claimed that 
these Regulations, and others affecting the export trade, have had a 
paralysing effect on trade. At the same time strong complaints 
have been voiced at the inefficient way in which many of the 
regulations have been enforced. 

A clear bird’s-eye view of these matters and of many of the other 
problems facing merchants in China may be obtained by reference 
to the speech of the Chairman of the Shanghai British Chamber 
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of Commerce on July 2, 1947.' At the moment of writing the 
‘Mobilisation Order” of July 18 seems likely to carry one stage 
further the Government’s controls over life, living, and property. 

The critical inflationary situation and the unfortunate civil war 
developments of recent months would have been amply sufficient 
to upset the machinery of the Government in many more highly 
organised countries than China. It is not surprising that the 
machine should be in a highly critical state. White collar officials 
have suffered for more than nine years, and the disillusionment 
following the victory over Japan, bringing increased monetary 
difficulties instead of the longed for relief, has led to a serious 
demoralisation which has not yet reached its climax. Under such 
conditions black markets, smuggling, and dealing in contraband 
goods are flourishing, and give rise to many other forms of illegality 
which are inevitably undermining law and order, and make the 
present time precarious and the future veiled in obscurity. Under 
such conditions foreign trade and its branches of banking, shipping, 
and insurance will naturally be abnormal, complicated, and hazard- 
ous, if not indeed purely speculative. No improvement can be 
expected until the fundamental problems referred to in the early 
part of this article have been tackled. 

As long ago as 1934 the following remarks appeared in a report 
on the financial and economic conditions in China. They are 
unfortunately as apt today as they were thirteen years ago. The 
report was wiitten by Sir Arthur Salter: 

‘‘Whether indeed we look to the public finances or to any other 

phere of China’s economy, it is evident that the political and 
military situations are at the root of the difficulties and at the heart 
of the present problem of policy. China has long been suffering 
under the strain of internal conflict. If her external relations 
improve, and if the problem of combining the requisite degree of 
unification with administrative devolution can be solved by peace- 
ful means which will not involve the resumption of an exhausting 
conflict, the public finances can be placed on a sound basis and the 
foundation of substantial economic progress be established. It is 
n this sphere, therefore, that policy is of decisive importance.” 

General Albert C. Wedemeyer is now studying the situation on 
behalf of President Truman.* Many Chinese are asking whether 
\merica proposes to help China in much the same way as she is 
helping Greece, but it is by no means certain that the leaders of the 
country want help in that form, or that it will be offered by 
\merica. However, the road will be exceedingly long and painful 
f China tries to proceed without outside assistance. Cc. 


This can be obtained from the offices of the China Association in London. 
* Gen. Wedemeyer’s report was issued on August 24. 





